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CHAPTER I 


{INTRODUCTION 


In (961, when tha late President John F. Kennedy «» ore inte office 
Robert 5. McNamara es the eighth Secretary of Defense, he instrucied 
the Secretary to develep the military force structure necessary Ww 
eupport our foreign policy without regard to arbitrary budget ceiling» 
and to procure and eperate that force at the lowest possible cost. “ith 
this statement the Fresident launched, within the Federal Geveranent, 

a series of fiscal changes » hose reverberations are still being heard. 

MeNamara, a strong preponent of scientific management 
procedures, brought his considerable skilis to bear upon the probier. 
Bringing together on his staff in the Bepartment of Defense a team of 
extremely skilled administrators and managers, the Secretary » as able 
to utilize the latest techniques of scientific management to bring about 
the chenges desired by the President. Kegardieas of how effective and 
appareatly revolutionary McMamara's appreach was, it should be 
tem embered that the ground werk for many of his accomplishments had 
been laid in the years between 1950 and his appointment. Without a leader 
of his force, however, it is doubtful that the United States could have 


made the vast achisvements in defense management that it has in the 


past seven years. 
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While it ts act the intent of this paper to atternp!t to pase judger ent 
on the accor:piishments of the McNamara years, one cannot deny that 
MeNamara has accomplished much. His shader looms se large that no 
discussios ef financial practices « ithia the Department of Defense can 
have validity without am examination of the programs he proposed and the 
procedures he espoused. 

The changes within the Department of Defense are but a part o/ a 
larger progrem of inprovem ent = ithin the Federal Government > hich 
had its genesis duriag the Truman administration and continues to be 
vigorously pureued under the Johnson administration's Joint Financial 
Managereent Iinprevement Program. 

In a memorandum dated May 24, '966, President Lyndon B. 
Jobason stated that business-like Haancial cystems are necessary 
throughout the Federal Government, and he bas indicated as a goal those 
systems « hiek:' 

previde the informatics cur managers need for 


effective coat contrel -— for waging the war on 
vaste, 


aevelop cest consciousness ta mien and «omen at 
every level of responsibility in every agency, 
assure financial integrity in cverything the 
Government does, 

provide the types of financial data needed to 
support the planaing-prog rac ming- bucgeting 
syetem initiated last Auguat, and 


enable the Covernment to apply the best and mest 
efficieat management and operating techniques. 





‘U.5. President, 1963 — (Jonasen), Memorandum for the Heads of 


Departments aad Agencies, May Z4, - 966. (The White House, Washington), 
pp. i & 2, 
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® ia this memorandum, President Johneon requested that the head of 
each executive department and ageacy take immediate action to: 


s fusure that the system of accounting ana 
~ intermal control in his agency ects 
management ageds and conforms to the 
principles, standards, and related 
requirements prescribed by the Comptroller 
: General. 


» Work with the Civil dervice Commission in 
, developing a more vigeurcus program ior 
reeruiting and developing the professional 
personnel to design and seperate cfiective 
financial management systems. 


> Acesure that financial reports and cost data 


provide adequate support for the planning- 
programming-budgeting syatem. 


e See that the agency's managers are given 
the basic tools they need — responsibility 
centered cost-based operating budgets and 
o financial reports — for setting and achieving 
maximum ¢oat reduction goals. 
The Cepartment of Defense program which implements financial 
and management improvements {s @ plauning-programm ing- budgeting 
| system entitled Resource Management Systems. Thie and ite first 
‘ effert, termed Preject PRIME {am acronym fer PRliority Management 
Efforts), are the culmination of tvo decades of effort to improve 
management coatrel systems im the Department. 
Deepite ite lengthy historical development, Resource Management 
Syster:s within the government hae remained a some. hat unknown 


quantity. Teo explain its fumction, this introductory chapter will present 





Tote. 





ca a brief everview of the history, purpesea, and concepts of Resource 
Management Syetems and Preject PRIME. Subsequent chapters » ili 
describe their evolution and discuss the results of the test ef Project 
PRIME at the Masine Corpe Base, Wuantice, Virginia. 

Although the term Resource Management Systems ianew, the 

managerial techniques » hich it espouses are the results of an evolution 
v hich began ia the early (950's. In an address in \960 before the 
Financial Management Roundtable, Assistant Secretary of Defense 
(Curnptroiler) Robert N, Anthony described this evolution thus:' 


For over a year, »¢ have been » asking plans 
fer the general improvement ef resource management 
aystems ta the Department of Defense. “e are not 
delag this simply because the idea tuddenly oceurred 

@ tous. Indeed, we are responding to mandates that 
go back to the Budget aad Accouagting Precedure Act 
of 1956, as amended by Public Law $65, and that are 
ao recent as the memorandum from the President, 
dated May 24, i966, requesting all Departments and 
Ageacies to aceelerate the pace of the Joint Financial 
Managernent Improvement Program. 

But cur purpese in wadertaking this effort is 
not merely to comply with executive and legislative 

: requirements, Our interect is in the manager, in 
enabling hirs aad in metivating hi: te do the best, 
the mest effective, ang the most efficient jeb of 

“ which he t@ capable. Our purpose is te previde the 
manager » ith the tools to de such @ job. 

Our present program builds on yor’ that has 
been under way for a number of years. The 
Ceatrelier of the Defense Lepartr-ent, Wilfred J. 
McNeil, werked out most of the concepts that we 
are applying teday, and implemented many of 
them, Indeed, » henever someone says that » hat 
we are now doing ts revolutionary, { muat in all 





‘Robert N. Antheny, “Closing the Leop,” Address te the 
Fivancial Management Roundtable, Washington, D.C., October 25, 966. 





candor refer them back to Mr. bMeNell's 
memoranda of the 1950's, There is littie that we 
are ac~ planning that he had not already thought 
of ten or filteen years ago. 

Moreover, the Five-Year Defense F regram, 
conceived by Secretary McNamara im 961 and 
werked out under the leaderehip of Chazies Hitch, 
was a fundamental prerequisite toe the 
improvements of resource management! systems, 
it gave us a meaningful aad orderly program 
structure against which to budget, account, and 
meaeure performance, The task of installing the 
prograr: strecture and related precesses «as so 
bugs that Mr. Hitch decided that full attention 
would be devoted te ft, and that ite integration 
with budgeting and acceunting would have (to come 
later. It is that part of the job on which we are 
nov working. 


' Whea McNamara took office he found that the planaing and 
programming systems im use in the Departmeat of Defense were not 
sufficiently weli developed to permit him to de the job Fresident 
Kennedy desired. He was appaliad at the differences » ithin the militery 
cepartments, 


» » « W@ found that the three military departments 
had been establishing their requirements 
independantiy of each ether. I think that the results 
can fairly be deecribed as chactic: the Army 
planning, for example, was based, largely, on a 
leng war of aterition, while the Air Force planning 
wae besed, largely, on « short war of nuclear 
bembardmeat. Consequently, the Army vas stating 
@ requirement for stocking monthe of fighting 
cupplias againat the event of a sirable conventional 
ecenflict, while the Aly Force stock requirements 
for such & var bad to be measured im days, and not 
very many days at thas.‘ 








‘Robert S. McNamara, Address before the Amertcan Society of 
Newspaper Ecditers, Washington, D.C., April 30, 1963. 





& In another instance he stated that the United States Army, ‘while 
im general far short of its stated requirernents, had 270% of its 
requirements for Obenen towed howiteers, 290% of the requirements for 


4.2-inch mortares; we had ten times az many 2.75-inch rockets as vere 
required. "! 
Deputy Assistant Secretary of Defense for Systerns Analysis, Alain 
— Katheven peinted out :any of the difficulties of the system of budgeting 
in ase under President Dwight D. Elaaakewer when he stated:2 


It had several important defects, perhaps ihe 
most important of which wae the alrnost complete 
eeperation between plamning and decision-making 
on weapon systems and forces, on the one hand, 
and bedgeting on the other . . . In other words, 
the long-range plaas fer ~eapen systems, forces, 

and all ef their supperting elernents vere made by 
the Services on the basis of thely esti: ates of the 
forces required to assure our national security. 
Generally speaking, coats were not introduced 
systematically, either to test the feasibility of the 
whele program or fer purposes of evaluating the 
efficiency of the allocation. 

Dudgeting, on the other hand, had ase its 
point of departure the guideline dollar totals laid 
down by the Administration aad based on estimates 

" of the burden the economy could or should bear. 
The result wee a gap. The required forces’ 
elways cost much more than the Administration 
and the Congress were willing to pay. The process 
by which the conflicting interests © ere resolved 
was unsystematic and vasteful because |! led to 
unbalanced program s. 





‘ thic. 


Z 
® Ajain C. Lathoven, Address befere the American Coonomic 
Aasectation, Pittsburgh, Pennsylvania, December 25, 1962. 
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Furthermore, the Secretary of Defense did 
pet receive adequate coset data. The budgetary 
syste identified cest by object classes — 
Procurement, Milltary Perzonne!, Installations, 
ete. —the inputs to the Department of Defense, 
rather than by © eapon cysteme and forces, such 
ac B-$2 - ings and Army divisions, » hich are 
the tangible owipute of the Deparimeat. . . 
Mereover, cost data sere prosented and financial 
management was conducted at the Defense 
Department level on a year-at-a-time basis. The 
fall time-phased costa of the proposed forces 
were not presented to the Secretary ef Defease. 
Because the costs of mest programs are eroaill ia 
theix first years, this led to the elarting of many 
programe that could not be completed at anything 
iike existing budget Iewele. Although a certain 
ameunt of thie is a desirable hedge agains: 
uncertainty, it is clear that there » ere a great 
many -asteful stratchouts and cancellations of 
programs that would act have been etarted if the 
costes of all of the appreved pregrams had been 
aaticipated. 


Charles J. Hitch, Assietant Secretary of Defense (Comptroller) 
during the early days of McNamars's term, decried the former method 
of budget formulation knows a6 the budget celiing approach, » hich 
entailed a precess of equee: ing military service budget requests eo as 
to make their final totals fit within an initial overall limitation 
extablished by the Bureau of the Budget acting for the President. Hitch 
found that the consequences of thie approach ere precisely what could 
have been predicted: | 

le Each service tended to axerciee its own 
priorities: 


a. favoring its own unique missions te 
the detriment of jeint rrissions; 








‘Charles J. Hitch, Decision Making for Defease,(Berkely and Los 
Angeles, California: University of Califoraia Press, 1965), pp. 24-26. 





90 b. striving to lay the ground werk for 
an increased share of the budget fa 
future yeare by concentrating on 
alluring new «espon «ystems; and 

€. protecting the over-all size of its 
own forces even a? the coat of 
readiness. . . « 

z. Because attention wae focused on only the 
next fiecal year, the services hed every 

° incentive (co propess large nur.bers of new 

starts, the fall coat dimensions of which 
would oaly secon e apparent in subsequent 

9 YORr@. « « + 

3. Almost complete separation >ete een 

** and military planming. 

These critically important functions 
were performed by t«o different 
arcups of people. .. . 

b. Budget contre] was exercised by 
the Secretary of Defense, but planning 
remained essentially in the services. . . . 

e. he reas the plansing horisen extended 
four or more years into the future, the 

e budget wae projected ealy one year 
abead. . . - 

a Planning wae done in terme of . . . 
outpute; budgeting . . . im terme of 
inputs. . « « 

®. Budgeting, however crudely, faced up 
te fiscal realities; the planning as 
fiecally unrealiotic, and therefore of 

‘Little help to the decision-maker. . .. 

. f. Military requirements tended to be 
stated in absolute terms, © ithout 
reference to thelr costa. 


Te bring order to the system of piaaning in the Department of 
Defense and to prevent the proliferation of numerous weapon sy ctems 
and tactical theerles, McNamara determined that (ong - range 
programming and a syttem which provided an ability to chose between 
alternatives - ere absolute necesaitios. Ne introduced the use of cost 


effectiveness techniques to provide a better evaluation of alternatives. 


Hitch clearly stated the case for a long-range program: 
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We need an economically realistic fature program 
eo that long-lead decisions om progran: coripenents 
will have a reasonable chance of turning oul to be 
right. To develop such a program, it is essential 
that the decision-makers have before ther the 
tetal cost implications of altermative — not oaly 
total in the sense of cutting across appropriation 
categories, but alse in the sense of being projected 
forward over a five-year perted. * 


The new philosophy in the Department of Defence closely related 
cost to reaults by asking, | bat could be done best for the least cost!’ 
It acon becarse clear that all future strategy would de » eighed on this 
basis, The new philesophy was stated by Hitch and his colleague, Roland 
N. McKean, in this «ay: 


Strategy, technology, and economy are not 

three independent considerations to be assigned 
appropriate «cights, but interdependent clements 
of the same problem. Strategies are ways of 
wetag budgets or resources to achieve military 
objectives. Technology defines the possible 
strategies. The economic preblem is to choose 
that strategy, tacluding equipment and everything 
else necessary to implement it, which is moat 
efficient (maximises the attainment of the 
ebjective » ith the given resources) or economical 
{rinimises the cost of achieving the given 
ebjective) — the strategy “ hich is most efficient 
also being the most economical. 


Mitch and McKean farther clarified the relationship bet een cost and 


strategy: 


a ne ——— — — — — — — ———————— ——— ——— — — —— — 


Bis. 


2 cuaries J. Hitch and Relaad N. McKean, The Economics of 


Defence in the Nuclear Age (New York; Atheneum, 1965), p. 3. 
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Strategy and cost are as interdependent as 
the {reat and rear sights of a rifle. One cannot 
assign relative weights te the importance of the 
positions of the front and rear sights. f dees 
not make sense to ask the correct position of 
the rear eight except ta relation to the front 
sight and the target. Similarly one cannot 
economiae except im choosing strategies (or 
tactics or methods) to achiewe objectives. The 
job of economizing, which some would delegate 
te budgeteers and comptreilers, cannot be 
distinguished from the whole task of making 
military decisions, ° 


in order to overcome the deficiencies of the former systems and 
te provide the Secretary with the teels he required, twe systems were 
brought imto being, the Five-Year Defense Program: (formerly a part of 
the Five-Year Force Structure and Fimancial Program) and a plassiag- 
programming -bedgeting ey stem. 

McNamara described the function of the planning - programming - 
budgeting system briefly ina discussina of his management philoeephy. * 


it fe through this system that © e look at 
the defense effort ae a whole. Major program 
priorities can be meaningfully determined only 
in terme of the total program, and a preper 
balancing of all the elements of the defense 
efiort can only be achieved at the Department of 
Defense level. For example, the size of the 
Polarie force cannot be determined ia terms of 
the Navy shipbuilding program or even the entire 
Navy program, but can be validly judged only in 
relation to all of the other elements of the 








s 


ibid. 


*u. s. Cengress, Bouse, Committees on Armed Services, Hearings 
on Milltary Peeture, Séth Cong., ist Sess., 1963, p. 50). 





as 


a) strategic retaliatery forces — the B-S2's, the 
Atlas, the Titan, and the Mineteman IC BM's. 

Similarly, the requirement fer the Air Ferce 
tactical fighters canast be determined independently 
ef the requiremeat for Army ground forces. All 
such interdependent decisions rust be made at 
one place in the defense organization, and in 
this precess the Joint Chiefs and the Secretary 
muat play a majer role. Alone amony the 
elements of the Department, they have the 
overall vantage point from which to reach 
sound recommendations on balanced military 
forces. 

While I believe that unified plasning, 
programming, and decision-making are indispensable 
to the effective management of the defense effort, 
Lam equally convinced that the actual operation 
of the program should be managed, to the 
roaximum extent pesaible, on a decentralized 
vesie. The defense effort is entirely too big, 
too complex, and toe geographically dispersed 
fer its operations to be masaged from a single, 

@ central point. 

Thus, the organization and management 
of the Defense Department rrust be based on the 
principie of centralized planning and decentralised 
operation. 





The culmination of the improvement efforts © ithin the Department 
of Defense has been the developmen: of Resource Management Sy stems. 
Specifically, Resource Management Systems can be defined as: 


These methods aad precedures used 
throughout the Departmeat of Defense that {/) 
deal with resources {manpower, real property, 
weapons, equipment, services, materials, and 
supplies), (2) are intended to assist the 
menagernent of such resources (planning, 
budgeting, acquisition, use, consumption, 
storage, and disposition), and (3) constitute 
systems (they involve recurring, orderly cycies 
of planning, reporting, and feedback information). 
@ Resource Management Systems affect the satire 

manmagement process im the Department of 
Defense. This includes programming, budgeting, 
management of iavectrment iteme, management 
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oO ef operations, aceeunting, reporting, and 
auditing. Note: Planning is often set forth as a 
seperate management activity, bat since 
programming and budgeting are parts of the 
planning precess, it seems unnecessary to list 
planning separately. | 
Important aspects of the Department of Defense programming 
: system can be cumsmariced under etx points: formai, compreheasive, 
specific, reflecting decisions, dominate tool, and changes. The program 
tos? 
e Formal because {t is wv ritten and organised inte 7 caning ful 
clacsifications, and prepared for five yeare ahead (longer 
fex some) fer all activities. 
* Comprehensive because it gives the fall cost of the total 
0 enterprise for each of five years. 
® Specific because it lipts the inpute to the operation ouch ac 
money, men, and things; and wherever possible, it liste 
the outputs. The inputs aad outputs are not just displayed but 
dleplayed ia relationship to one another —a meaningful 
relationship. For example, strategic offensive forces are 


gathered together under one heading, and beneath (he 


general heading they are shovan im con: iderable detail. 


σσσσ- 


— — ———— — 








“U.5. Department of Defense, Office of the Assistant Secretary of 


Oelease (Comptroller), A Primer on Project PRDAE () 966), p. 7. 


2 
O Tbid., PP- 24-25, 
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Not a set of figures devised by pianners. The program 
reflects actual dectaions already made by managers 

and ie a decumentation of those decisions. The dillereace 
bate cen devisec and actual is extremely important since 
every figure in the pregram reflects the fulure onsequences 
of management decisions over the next five years. The 
formal program reflects decisions already mumde. 

The dominant toel used in Defense Department managerment— 
aot one of » large number of individual eysteme. The 
program is the aucleue for the «bole formal management 
process, the primary system arvund «hich other planning 
and control devices must revolve. Operating management 
systems must be structured ia similar terme eo it can be 
determined how well the plan is belng carried out and without 
such discipline and uniform ity in the system, top management 
would be forced to make an enciess series of adjustments 
and translations before thay could obtain a unified picture 

uf the entire organisation. 

A formal procedure with specific management signatures 
pinpoiating responsibility and authority jor the decisions to 
change a plan. There is » continuous procedure provided for 
incorporating changes whenever decisions are made rather 


than concentrating therm at one season of the year so the 


program itebit ie sever out-of-date or obsolete. 





it 
The tmpierentetion of Resource Management Systems le w task 
| of vast propertions. This wae recognised early by Dr. Anthuay, whe 
grouped certain major changes tn programming, budgeting, and 
accounting systems which were to go tate effect on July 1, 1967 under 
the name Project PRIME. eee eee ere ern eee 
orgency of completing & hage tok within « sheet time. 
Dr. Dr. Anthony expinined the changes embediediia Project PRIME:! 
Ia discussiag what the changes are, there . 
je a danger of getting inte tee niech detail and 
thus obscuring the main structure. Actually, 


thie structure can be destrived tn a vary few 
potsta: 








on “Robert N. Anthony, "The What and Why of Project PRIME, “ 
@ Adévens te Defense Management Oysteans Course, Maval Postgraduate 
Geheol, Monterey, Califaraia, August 5, 1966. 
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carrying oul their part of the program. Resources 
include labor, material, and services. The 
prograr:ming eystern has for years attempted to 
show expenses by program element, bul the 
budgeting and accounting systerrs have not. fn 
the budgeting and accounting systems perhaps 

15% to 28% of the resources actually used by an 
organisation are reported as coste of that 
orgenization. Cur long-range goal is to charge 
an organization unit. with 100% of the measurable 
expenses that it incurs, 

By expenses, I mean personnel costs, 
military ae well as civilians; I mean the supplies 
used by the organiaation, including spare parts 
and ether consumable material now carried in 
procurement aceounts; and I mean the services 
received by the organisation, including both 
servicer puschased from outside suppliers, and 
rnaintenance, repair, and services received from 
other units within DOD, By the word measurable, 
I mean to exclude allocated and prerated costes. 
Ve dm not propose to charge each squadron with 
a share of Secretary MeNamara's zalary; ee do 
not even propose to charge the squadrons on a 
base with a share af the administrative costs of 
the base. Nor do we have any Intention of 
ealculating a depreciation charge for an Army 
tank. Moreover, we propose that services be 
charged to benefitting unite only « hen a practical, 
inexpensive »ny ef measuring the cost of such 
services can be developed. 


In order to accomplish changes of such a sweeping aature © ithout 
operating two systems—an expense accounting syster: and an obligational 
accounting systern—the approval of certain changes by both the Bureau 
of the Budget and the Congress would be necesaary. Clearly, Or. 
Aathony expected that such changes would be approved when he stated 


in @ memorandum tn March of | 967:° 





‘U.S. Assiatant Secretary eof Defense (Anthony) Memorandum for 
Secretaries of the Military De tments etal. Financial Management 
improvements, March 16, 1967, (Washington, D,C.), pp. 4-5. 
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The Dureau of the Budget has agreed to 
recoremend an amendment to the FY 1965 Budget 
on or before April |. The present plan ie that 
this arnendmeat will prepese an ‘Operations 

for each Service and one covering 
OSD, OCICS, and the Defense Agencies in lieu of 
the present separate Military Personnaei and 
Operation and Matatenauce appropriations for 
the active forces. . . . Instead of the former 
‘budget activities’ in the Cperation and 
Maintenance appropriations, the primary 
classifications beneath “Operations will be the 
same as the major programe in the Fivo- Year 
Defense Program. .. . 

if this amendment is approved, the 
program system, the bucget system, the 
accounting cystem, and associated raports for 

‘operations’ will be entixely consistent interaally 
and externally. 

-« « « H the Congress deee not accept all aspects 
af the proposed amendment, then the system can 

be adopted to © hatever modifications that the 
Congress approves. Any modification » ill » eaken 
the effectiveness ci the system lor management, 
and some of the pessible modifications w ill lead 

to imereases in recordkeeping. In the extreme 
cave~a probibiticn against any chaage—considerable 
effort will be required te reclassify expenses from 
the pregram structure used for internal management 
te the ' budget activity” etructure in the Operation 
and Maintenance Appropriation. 


Congress, howewer, did not approve the funds necessary for 
implementation of Project PRIME. After much consideration, on Juna ', 
1947, the Mouse Committee on Appropriations reported: 

The Commitiee has deleted funds budgeted ia the 


Operation and Maintesance accounts for the e9- 
called Resources Management Syster- of the 





‘U.5. Congress, House Committes om Appropriations, Department 


ef Defense Appropriation Bill, 1968, Report Ne, 349 to Accompany H.R. 
350738, 9Oth Cong. , iat Sess., 1967, p. 6. 
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@ Department of Defense. The principal element 
of this syotem is known as Frojeci PRIME, a 
propesal te completely alter the character of 
Defense budgeting and accounting so as to bring 
it in consonance with the program system of the 
Department. 


The Committee is of the opinion that this proposal 
appears te be a case of toe much tec econ. ‘hile 
. ‘ it is undoubtedly true that significant changes in 
the bedgeting and accounting system ef the 
Department of Defense should perhaps be accomplished, 
— and thie ls to come extent true of all agencies of the 
Federal Government, what is understood of the 
proposal under Project PRIME wesld indicate a 
massive change which te some extent © ould tern porarily 
diminish Congressional control and «hich appears to 
be proposed for at least partial initiation without 
due regard te Congressional expression. 





Thie attitude of Congress was accurately gauged by Aaron Wlidaveky 
whe, referring to an earlier reluctance on the part of Congress to accept 
changes {m the budgetary area, stated: 


The tradition ef reform in America {fe a noble 

one, not easily to be denied. But in thie cage it 

is doomed to failure because it te alrmed at the 

wreng target. If the present budgetary process 

ie rightly or wrongly deemed unsatisiactory, 

thea one must alter in some respect the political 
i system of which the budget is but an expression. 
It makes no sanse to speek as if one could make 
dramatic changes in budgeting without also 
altering the distribution of influence. + 


Although Congress prevented the full-ecale lnplementation of 





Resource Management Systems on July |, 1967, cach of the military 





‘Aaron Wildavsky, The Politice of the Budgetary Process (Boston: 
& Little, Brown, and Co., 1964), pp. 131-132. 





eervices is currestly conducting & teat of Project PRIME a: one of 


thelr inetsilatioan. The Merine Corps test ie being conducted at baping 


Corps Base, “es2tiew, Virginia. 1 te the purpose af this paper te 


ena iae the preliminary rovults of thas teat and to determina: 


‘* 


2. 


3. 


é. 


what «as the stated intent aad parpese of the beet divectiva’ 
Sane the toast of Project PRIME ae cuffiaed to the tast 
directive began successful! 

vhat probler: arene hace been identified during the teat’ 
what protetvral ingrever.este or moditisations are te be 
recs: wi omded’ 


whet changes to orgeateation whl be required te le:plen-em 


PRIME throughoet (he Marine Corps: 








CHAPTER M 
EVOLUTION oF 


ESCURCE MANAGEMENT SYSTEMS 


Efferte to change and improve the precess of financing federal 
expenditures have a history which dates hack to the early years of thie 
century. 

Initial attempte at budgeting by the Executive Branch were made 
under President George Vashingten when Alexander Hamilton was 
Secretary ef the Treacury. Dering the years 1789 to 1969, however, 
little effort waa made te coordinate the budgeting procedures of the 
gevernment. Geverames. revenues vere so bigh and expenses so low 
during this time that surpluses rather than deficiencies were the rule 
in the treasury. , 

The situation was co favorable that Jamos Bryce described it in 
thie samer: 
| Under the system of congressional finance here 

described, America wastes millicoas annually. 
But her vrealth is so great, her revonuc so elastic, 


that she fe not sensible of the lees. She has the 
glorious privilege of youth, the privilege of 


Semel 





‘Ott and Ott, Foterel Butgnt Polity, (Washington, D.C.: The 
Brookings Inctitutica, 1968), yp 3. 
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20, 

eoromitting — without eaffaring from their 
During this tine the major financial problem faced by Congress . 
“was the anaval dispose! of the large aurplus, President Claveland 
predicted that the surplus for F'Y 1868 alone would amount to 
$140, 000, ooo. # | 

This "golden era” of federal finance came to. nn end during the 
aduinietration of President Taft. Growing Federal activity and the 
Npantoh- American War bad inerensed expentitares eo that they euceeded 
the revewase in customs and tariffs, which bad net grown apace. Of the 
oluteen fiscal yours from 189¢ to 1909, ten were years in which a deficit 
was tacurrea.? 

These probleme and the results of offerte te reforra rauaieipel 
goveruments cused President Taft tn 1910 to appoint 0 Comsed Wola ous 
Raseamcy wok Bitiateney (e samktan teh speratians of tha Fodaval 
Gevernment. ‘Two youre later the Conumiesion report was presented te 
Coagrese. Bt strengly urged the establishment of « federal budget system. 
President Taft tn his letter of teanmitial echoed this recomniandetion. 4 





‘James eyes. wpe Cesamenwaalth, Vel I, (Londen: 


2 3ene0 Burkhesd, Qevermmene Detasting (Nex York: John wiley & 
Ean, inc. , 1956), p. 11. 


Sour and Ott, p. 8. 


“peta. 





Zi 
The Commission made several specific recor cendations; one was & 
comprehensive execative budget which would be clacsified by program 
or function aad would distinguish between expenditures for capital and for 
current itexs.' The recommendation of the Commission lay dormant 
until the pelitieal climate changed. 

The drive for economy after World War I brought about the passage 
of the Budgeting and Accounting Act of :921. Thie act implemented many 
of the suggestions of the Commission, it required the President to submit 
a comprehensive executive budget and to set up the Bureau of the Budget 
staif ageacy to assist him. * Neverthelesa, the budget form itself was 
basically the same; it focused upon object of expeaditurs, act on the 
recommended program or function. 

In the years of change immediately after World Wer If the 
Commission on Organisation of the Executive Branch of the Goverament 
was formed. This Commission ts popularly called the First Hoover 
Commission and will be so referred to in this paper. The Fret Hoover 
Comraission feund that, “The budget document itseli, because of its Slee 
and complexity and (ts concentration on services and materials to be 


vough! rather than prograr e te be endertaken, is a relatively ineffective 


ed 





*Aythur Smithies, "Conceptual Framework for the Program Budget 
Program Sudgeting, Program Analysis, anc the Federal Budget, ed. 
David Nevick, (Washington: Government Printing Office, 1965), p- 7. 


* tid. 
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tool of management. ' } in order to produce a budget document which 
would be more useful to both the President and to Congress, the Firat 
Hoover Commission recommended that ''the budget document be completely 
recast along the lines of work programs and functions. Such a document 
which we designate as a ‘performance budget’ . . r 
Professor Jesse Burkhead, whose book Government Budgeting is 
one of the more authoritative texts on the subject, cites this definition 
of a performance budget: 
A performance budget is one which presents the 
purpose and objectives for which funds are 
required, the costs of the programs proposed 
for achieving these objectives, and the quantitative 
data measuring the accomplishments and work 
performed under each program. 3 
The National Security Act of 1947 made possible some preliminary 
efforts towards eliminating the proliferation of discrete appropriations 
and the necessity for Congress or its committees to hear literally dozens 
of different military officiale. Much of this increase in numbers of 


separate appropriations had been due to the explosive growth of the 





a. 3. Commission on Organization of the Executive Branch of the 


Government, Conel Report, (Washington: Government Printing 
Offica, 1949), p. v7 


"Bid. 


Seuskhend, p. 142, quoting Chester E. Glassen, Development of 
the Performance Budget Structure in the Department of the Army, 
{Unpublished Master's Thesis), Syracuse University, 1953, p. 54. 
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defense establishment during World War Il. Within a short time it was 
found that the National Security Act of 1947 was not sufficiently explicit 
in this area. It was, therefore, etrengthened and amended in 1949. These 
amendments implemented the proposais of the First Hoover Commission 
directing that the budget estimates of the Department of Defense: 

. » « Shall be prepared, presented, and justified, 

where practicable, and authorized programs shall 

be administered, in such form and manner as the 

Secretary of Defense, subject to the authority and 

direction of the President, may determine, s0 as 

to account for, and report, the cost of perférmance 

of readily identifiable functional programs and 

activities, with sagragation of operating and 

eapitel programs. 

This section gave vast authority over the financial management of 
the Department of Defense to the Secretary. The wording of the law 
specified accounting for the cost of performance of readily identifiable 
functional programs and activities. Title IV created the Office of the 
Assistant Secretary of Defense (Comptroller) and provided for 
Comptroliers in each of the three military departments. Title IV further 
provided for uniform budget and fiscal precedures and for working 
capital funds through the defense department: 4 

Section 401... 
The Comptroller shall advise and assist 


the Secretary of Defense in performing such 
budgetary and fiscal functions as may be 





Ly. s. Congreas, National Security Act Amendments of 1949, 
Public Law 216, Silst Cong., let Seas. (1949), p- 10. 


2Mbid., pp. 9-10. 
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required to carry out the powers conferred upon 
the Secretary of Defense by this Act, including 
but not limited to those specified in this subsection, 
Subject to the authority, direction, and control of 
the Secretary of Defense, the Comptroller shall— 
(i) supervise and direct the preparation 
of the budget estimates of the Department 
of Defense; and 
(2) establish and supervise the execution 
Gf 
(a) principles, policies, and 
procedures to be followed in 
connection with organizational and 
administrative matters relating to — 
(i) the preparation and 
execution of the budgete, 
(if) fiscal, coset, operating, 
and capital preperty accounting, 
(iii) progress and statistical 
reporting, 
(iv) internal audit, and 
(b) policies and procedures relating 
to the expenditure and collection of 
funds administered by the Department 
of Defense; and 
(3) establishwniform terminologies, 
classifications, and procedures in all such 
matters. 


Section 402. 

{a) The Secretary of each military 
department, subject to the authority, direction, 
and control of the Secretary of Defense, shall 
cause budgeting, accounting, progress and 
statistical reporting, internal audit and 
administrative organization structure and 
management procedures relating thereto in the 
department of which he is the head to be organized 
and conducted in a manner consistent with the 
operations of the Office of the Comptroller of 
the Department of Defense. 

(b) There is hereby established in each 
of the three military departments a Comptroller 
of the Army, a Comptroller of the Navy, or a 
Comptroller ef the Air Ferce, as appropriate in 
the department concerned. There shall, in each 
military department, also be a Deputy Comptroller. 
Subject to the authority of the respective 
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departmental Secretaries, the comptrollers of 
@ the military departsnents shall be responsible 
for all budgeting, accounting, progress and 
statistical reporting, and internal audit in thelr 
respective departments and for the administrative 
orgauization structure and managerial procedures 
velating thereto. The Secretaries of the military 
departments may in their discretion appoint oither 
civilian or military personnel as comptreller of 


the military depaxtments. ... 
Finally, Title IV laid the foundation for extenaion of the use of 


working~capital funds within the Department of Defense:! 


Seetion 405. 

(a) In order more effectively to control 
and account for the cost of programs and work 
performed in the Department of Defense, the 
Secretary of Defense is authorized to require 
the establishment of working~capital funds in the 
Department of Defense for the purpose of-- 

(1) fmancing inventories of such 

& stores, supplies, materials, and 
equipment as he may designate; and 
(2) providing working capital for 
euch industrial-type activities, and — 
for such commercial~type activities 
as provide common services within 
or among the departments and 
agencies of the Department of Defense, 
as he may designate. . . . 


; The National Security Act Amendments of 1949 were significant 

for the following reasons: (1) expressing congressional approval for 
performance budgeting; (2) establishing the comptreller function in the 
armed forces with assigned responsibilities; (3) prescribing the extension 


of working-capital funds within the Department of Defense to promote 


® ‘bid. p- 11. 
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increased effectiveness and efficiency in controlling the cost of programs 
and werk performed; and (4) downgrading the Secretaries of the military 
departments from executive status, 

The recommendations of the First Hoover Commission and the 
changes required by the 1949 amendments to the National Security Act 
of 1947 were embodied in the Budget and Accounting Procedures Act of 
1950, ‘ The Department of Defense budget, however, was still oriented 
toward objects of expenditures. An examination of the appropriation 
structure bears this out. The major appropriation categories of the 
budget at this time were: 

@ Operations and Maintenance} 

& Military Personnel; 

& Procurement} 

© Research, Development, Test, and Evaluation; and 

e Military Construction. 
Of these, only the fourth category, Research Development, Test, and 
Evaluation gave any indication of the function to be funded. During the 
1950's, budgeting remained in these same appropriation categories. 
Congress became increasingly distressed at its inability to determine 
exactly where the money wae going. Commenting on the 1952 


Appropriation Bill, Congressman Clarence Brown of Ohio said, 


———— —— — —— — — ————— ————— a ITO 


oe L. 784, 8lset Cong., 2nd Sessa. 
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" , « « Il epeak as one of those who is not at all certain just what this 
Bill provides or what all the items in it mean. .. . ul 

A second Hoover Commission in 1955 recommended a "program 
budget" and preposed improvements in the government accounting 
system leading toward a cost based budget. 2 The essence of these 
recommendations was that the budget should be oriented toward results 
rather than procurement. This type of budget would be based on 
performence, as recommended by the First Hoover Comrission. The 
Gommission further recommended that Government accounting be done 
on a cost accrual basis to show currently, completely, and clearly, all 
venources and abilities, and the costs of operations, These 
recommendations were adopted and enacted in 1956 as Public Law 863. 

In 1959, Congresamarn George Mahon, the Chairman of the House 
Defense Appropriations Subcommittee, stressed the need for considering 
the Defense Budget in terms of major military missions. He asked the 
Secretary of Defense ". . . for more useful information and for a 
practical means of relating cost to — — ot a 

As if to answer Congresaman Mahon, General Maxwell Taylor, 
Chief of Staff, United States Army, made the following suggestions while 


presenting the Army budget in 1960. He proposed a mission-oriented 


I Edward A, Kolodziej, The Uncommon Defense and Congress; 
1945-1963 (Columbus: Ohio State University Press, 1966), p. ia. 


* amithies, p. 8. 
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budget in terms of six programs, and suggested horizontal cross- 
service review. 

As mentioned in Chapter I, President Kennedy's directions to 
Secretary McNamara gave renewed impetus to the improvement of 
fiscal procedures within the Department of Defense. A procedure 
similar to the one suggested by General Taylor wae adepted by 
¥ Mr. Hitch in implementing his budgetary improvements. He integrated 
combinations of men, equipment, and installations into pregram 
elements whose effectiveness could be measured as a whole and 
compared to other choices in the range of options available for the 
national security. In 1965, these combinations of men, equipment, 
and installations were aggregated into nine programs: 

I. Strategic Forces; 
General Purpose Forces} 
Specialized Activities; 
Airlift and Sealift; 
Guard and Reserve Forces} 
Vi. Research and Development; 


Logistics; 





Personnel Support; and 


Administration. 
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These programs or budget activities embrace the following areas: 1 
1. Strategic Forces. —Consists of strategic offensive, strategic 
defensive, and civil defense. 

Ul. General Purpose Forces. — Consists of force oriented 
program elements other than these in Program (Budget Activity) 1, 
including the command organizations associated with those forces, the 
logistics organizations organic to these forces and the related 
logistics and support units which are deployed or deployable as 
constituent parts of military or naval forces and field organizations, 

Ill. Specialized Activities. —Consiste of missions and activities 
directly related to combat forces, but not a part of any of the forces 
listed in Programs I and I, on which independent decisions can be 
made. Includes resources for primarily national or centrally directed 
Department of Defense objectives for intelligence and security, and 
specialized missions such as weather service, aerospace reascue/ 
recovery, and eceanography. 

IV. Airlift and Sealift. —Consiste of airlift, sealift, and other 
transportation organizations. Includes eommand and logistic and support 
units organic to these organizations. Coste are net after deduction of 


revenue from users. 





U.S, Marine Gorps, Test Directive for Marine Corps Test of 
Project PRIME, MC8O P7000. 3 (Quantico, Virginia: Headquarters, 
Marine Corps Schools, 1967}, pp. 2-4 & 2-8. 
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Y. Guard and Reserve Forces. —Elements are arranged by 
program (Strategic Forces, General Purpose Forces, Specialized 
Forces, Airlift and Sealift, Logistics, Personnel. Support, and 
Administration) in order to facilitate relating guard and reserve forces 
to the active forces, 

VI. Research and Development. — Includes ali research and 
development activities which are not related to items which have been 
approved for procurement and deployment. The cost of research and 
development related to such items will appear in appropriate elements 
in other programs. 

VIL, Logistics. — Consists of supply and maintenance that are not 
organic to other program elements. Includes non-deployable supply 
depots and maintenance depots. 

VOI. Personnel Support. —Consists of training, medical, and 
other activities associated with personnel, excluding training specifically 
identified with another program element and excluding housing, subsistence, 
medical, recreational, and similar costs that are organic to another 
program element such as base operations. 

IX, Administration, — Consists of resources for the administrative 
support of departmental and major administrative headquarters, field 
commands, and administrative activities {not elsewhere accounted for), 


construction support activities, and miscellaneous activities not 


accounted for elsewhere. 
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The basic program structure was reorganised as shown in order 
te clearly distinguish at the major program level between (1) activities 
directly related to defense posture, on which independent decisions can 
be made, and (2) activities whose size and resources are esasntially 
dependent on the size and position of the independent activities. 
Programs ! threugh VI are considered to be independent or force- 
oriented programs. Programs VII, VIII, and IX are considered 
dependent programs. The majority of the decisions in Program YI, 
Research and Develepment, will also be made in relation to the force- 
oriented programa. ! 

These major programs have been further subdivided into pregram 
elements, which are the majer building blocks of the programs. A 
program element is both a description of a pregram to be undertaken 
and a device for coliecting costs. Program elements are classified into 
two types, (1) Mission and (2) Service. Mission program elements are 
charged with the ceet of services which are relatable and measurable 
and obtained from service units, in addition to the costs routinely and 
directly chargeable to the mission. Service programs elements reflect 
only those costs which are not charged to mission elements as paying 
customers.” There are approximately 1100 program elements. Now, 
for the first time, definitions for each have been prepared. 
Se Lee 

1 Department of Defensa, Primer on Project PRIME, p. 30. 


2rpid., p. 3i. 
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With these changes, managers are able to participate more fully 
in pregramming decisions because they have a ready measure of both 
inputs and outputs, The operating manager's experience can now be 
better incorporated into the programming process. 1 This will 
undoubtedly lead to better decisions since the decisions will be based on 
a fuller appreciation of al] the factors involved. 

With this extensive beckground for change and the advent of 
Secretary McNamara's quantitative approach to the conduct of business 
in the Department of Defense, preparations were made to launch into 
Project PRIME at the earliest possible date. 

On June 9, 1967, the House Committee on appropriations issued 
its "too much tee soo statement and doomed the full acale 
implementation of PRIME, at least for fiscal year 1968. The 
Committee directed that no change be made in the Department of Defense 
budgeting and accounting system preparatory to the formulation of the 
fiscal year 1969 budget presentation and deleted certain necessary funds. 

The report of the Committee, however, stated that there ask no 
objection to further testing of PRIME by each service at a selected 
activity. The Assistant Secretary of Defense (Comptroller) directed 


that each service plan and execute a demonstration test during Fiscal 





lipid. 8 Pp. 36. 


2 Congress, Department of Defense Appropriations Bill, 1968, p. 6. 
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Year 1968. The Army is conducting a test at Fort Carson, Colorado; 
the Air Force test is underway at Laughlin Air Force Base, Texas; the 
Navy is testing units of the Naval Air Training Command, Pensacola, 
Florida; while the Marine Corps selected the Marine Corps Schools at 
Quantico, Virginia. Since the work on this paper began the official 
designation of Marine Corps Schools has been changed to Marine Corps 
Education and Development Command. The installation itself is now 
called Marine Corps Base, Quaatico, Virginia. These names will be used 


throughout this paper to describe the command and the facility. 


A "> at, 





CHAPTER Iii 


FIELDSERVICE TEST OF PROJECT PRIME 


The Marine Corps test of Project PRIME began October 1, 1967 
and is designed to cover Fiscal Year 1966. The choice of the Marine 
Corps Development and Educational Command located at Marine Corps 
Base, Quantico, Virginia, ae the test site was a logical one. The Base 
houses a sufficiently broad variety of activities, which enabled testing 
to proceed in several areas. Its location near Marine Corps Headquarters, 
Washington, D.C. facilitated liaison and communications. Personnel 
from Neadquarters, Marine Corps were assigned to Quantico for 
ternporary additional duty to assist with the testing precedures. 

The Assistant Chief of Staff, Comptroller, Marine Corps Base 
wae designated as the Test Manager. The test is being conducted under 
the normal staff and command structure with minimum augmentation 
rather than through use of a special task force, This method is considered 
to have more validity since the test is being conducted by the same 
offices and staff sections which will have ultimate responsibility when 
FRIME is tmplemented. The use of operating staff sections during the 
test will undoubtedly increase and facilitate the transition if and when 


PRIME is established throughout the Marine Corps. 


34 
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o The directive implementing the test of Project F RIME at the 
Marine Corps Development and Educational Command, Cuantico gave 
the fello: ing as test ebjectives:! 

he to eveluate the practicality of merging resources currently 
in the operations and military personnel appropriations; 
2. to evaluate the parallel structuring of programming, budgeting, 
acceunting, and reporting systems; 

3. to analyze the ability of the system to provide managers at 
all levels at the test site and higher echelons + ith information 
that will help them insure resources are obtained and 
éffectively and efficiently utilized in the accomplishment of 
the test mission and higher echelon objectives; 

4. to ascertain that the system prevides a means of assuring 
that statute agreements v ith Ceagressional commnittess and 
other requirements emanating from higher authority relating 
to resources are complied vith; 

“ 5. to evaluate the cost of implementing the system at the teat 

site in relation to the benefits realized; and 

6. to assers the impact of test results in relation to Marine 
Corps-» ide adeption of the Resource Management Systems 
COACepe: 

7. te idemtify and recommend improvements or modifications to 


the concept or the systems of the test. 





*U. 5S. Marine Corps, Teast Directive, p./. 
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Under the precedures in effect prior to October 2, 1967, financial 
management of Marine Corps Base, Quantico was restricted primarily 
to those materials and services that resulted in an expenditure of 
apprepriated funds that were allotted. Very little attention was paid to 
other costs, such as military services, Appropriations Stores Account 
material, or material or services chargeable te open allotments. 
Since there were no direct charges for these items they were considered 
as free resources. Because of this situation, commanders were 
exercising control over actually only a srnall percentage of the costs of 
operations. The test of Project PRIME is designed to correct this 
situation by providing the commander with a budget which includes all 
costs, instead of an allotment or group of allotments to cover only the 
limited cost indicated above. When the:fimancing of an organization or 
activity is related to the total cost of :k< task or mission assigned, 
more responsive data can be accumulated. Costs * then recognized 
and recorded against the budget at the time they occur instead of when they 
are ordered; er, in the case of those which require payment—when they 
are paid. A budget such as this, covering so many more resources, 
theoretically will increase a commander's flexibility, enabling him to 
shift resources to meet changing demands. 1 

Prior to proceeding with the discussion it {s necessary to include 


certain definitions. 





1U.S. Marine Corps, Test Directive, p. 1-3. 


2tpid., 1-15. 
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Accrual Accounting — a method of accounting whereby: 

a. operating costs are accounted for in the fiscal period 
during which the benefits are received (cost of 
resources consumed or applied); 

b. costs having benefits applicable to future periods are 
deferred and considered as assets; 

Ce liabilities for unpaid costs are recorded in the 
accounts when goods or services are received; and 

a. income for worker services performed on a 
reimbursahle order {s recorded in the accounts when 
reimbursable expenses are incurred. 

Cost Centers — a subdivision of a responsibility center. 

Each cost center is an organizational entity for which 

identification of costs is desired and which is amenable to 

cost control through one responsible commander. The first 
subdivision of a cost center is a eub-cost center. A sub- 
cost center is normally an organizational entity for which 
identification of costs is desired and which is amenable to 
cost control through one responsible military or civilian 
supervisor. Marine Corps Base, Quantico has three cost 
centers: Marine Corps Developrnent Canter, Marine Corps 

Educational Center, and Base Support Activities. 


Cost Transfer — the statietical transfer of the cost of 


resources from one responsibility center to another. These 





4, 
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resources include military personnel services and 
Appropriations Stores Account material costs related to 
reimbursable work. 
Expenses — the cost of: civilian personnel services; military 
personnel services; supplies and material consumed or 
applied (includes statistical Appropriations Stores Account 
material); travel and transportation of personnel; rental of 
facilities and equipment; equipment (having a unit value of 
less than $1,000); services received (purchased utilities, 
leased communications, printing and repreduction, and 
other); and cost transfer from other responsibility centers 
(military personnel services and Appropriations Stores 
Account material issues). The cost of minor construction 
having a value of $25,000 or less is included as an expense. 
Expense Operating Budget — the annual budget of the Marine 
Corps Base which contains estimates of the total value of 
all resources required for performance of the miasion, 
including work or services for others on a reimbureable 
basis. It also includes a quantitative expression of workload 
in terms of total number of work units by cost and sub-cost 
centera. 
Resources — consist of military and civilian personnel, 


material on hand and on order, and the entitlement to procure 


or use material, utilities, and services; all as required or 
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performance of the basic mission of the responsthility 
center and work performed for others. 

7. Responsibility Center — as defined by the Department of 
Defense is "an organizational unit headed by an officer or 
supervisor who is respensible for the management of 
resources in the unit, and who in most instances can 
significantly influence the expenses incurred in the unit. "' 
The Marine Corps Development and Education Command is 
a responsibility center. 

8. Work Unit — A unit of measurement, such as documents 
processed, tonnage moved, students trained, or gallons 
processed, used to provide quantitative information 
concerning the physical output applicable to a subdivision in 
the expense operating budget. 

For the test of Project PRIME, the Marine Corps Base receives 
one expense operating budget in lieu of the usual allotments under the 
appropriation entitled Operation and Maintenance, Marine Corps. 

The single expense operating budget received by the Commanding 
General, Marine Corps Base is subdivided into individual expense 
operating budgets and distributed to planning estimate administrators. 
The monetary portion of the expense operating budget is based on 
the total acerued expenses — resources applied or consumed — regardless 
of whether or not such costs are now included in operating allotments. 


These accrued expenses include civilian personnel pay, military personnel 
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services charged ata standard rate, all material consumed, services 
rendered, rental charges, and military service expense transfers from 
other responsibility centers. 

Under the test, the primary means of mazagement and financial 
control at each organizational level are the expense operating budget 
plazning eatimates and performance reports. These performance reports 
include financial data and non-financial (work unit) output measures. 
They will compare actual output and expenses with those planned and will 
direct attention to significant differences and the reasons therefore. In 
other than the military services area, savings achieved through 
effective management in one cost center or sub-cost center may be 
applied to other so-called cost centers or sub-cost centers within the 
expense operating budget provided they are kept within certain eategory 
transfer limitations. 

Prior year items and services obligated under funding authorities 
outlined above which are ordered in Fiscal Year 1966 and Fiscal Year 
1967, and will be received and consumed in Fiscal Year 1968, will also 


be charged against the Fiscal Year 1968 expense operating budget. i 


Ghanges 
Certain changes in procedures were necessary in order to 


implement Project PRIME. Several of these changes are general in 


Ibid. 
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nature and will be described in the paragraphs immediately following. 
Others were of a more particular nature, and took place in the areas of 
accounting, supply, and data processing. They will be discussed in the 
latter part of this chapter. In addition to the foregoing, the methods and 
procedures involved in the test reporting will also receive consideration 
in this chapter. 

The first of the general changes involved a restructuring of the 
budget accounts structure to conform with the data structure in effect in 
the Five Year Defense Program. The structure within this pregram 
consists of a descending order of aggregation: program, program element, 
functional category, and element of expense. To these the Secretary of 
the Navy has added sub-functional and cost accounts as uniform data. 
Uniform cost accounts have been added to these by the Commandant of 
the Marine Corps. The Commandant, Marine Corps Base hae further 
designated uniform cost centers, sub-cost centers, and unit cost centers 
as well as mission codes and labor class codes. These actions have 
culminated in the establishment of a uniform data system in descending 
order: programs, program elements, functions, sub-functions, elements 
of expense, cost account, mission code, and labor class codes — all 


related to cost centers, sub~cost centers, and unit cost centers. 1 


d., Me 2-3. 











42 
Of the nine major functional areas! within the Five Year Defense 
Program framework, only two were designated for test at Marine Corps 
Base, Quantico, Virginia. These two programs are Program V, Guard 
and Reserve Forces, and Program VIII, Personnel Support. Program V 
has one program element, Base Operations, while Program VIII has 
three: Specialized Training, Professional Training, and Training, Other. 
Subordinate to the program elements are functional categories 
and sub-functional categories. Functional categories are designed to 
collect expense information for one or more of the following reasonsi* 
1. Information on the cost of the function is 
required to meet restrictions made by the 
Congreas or to meat the needs of outside 
parties. 
2. Information on the cost of a function is 
useful in deciding on the authorization to 
be provided to an operating activity. 
3. The cost of the function provides a control 
total tied to an underlying cost accounting 
system needed for management of the 
function. 


4. The cost of the function is useful in making 
comparisons and special analyses of costs. 


These functional account categories, which were developed in 
response to the requirements of the Office of the Secretary of Defense, 
did not fulfill all of the Marine Corps requirements for management 


information. Additional accounts called sub-functional categories were 





Supra, pp. 25-27. 


2u. s. Marine Corps, Test Directive, p. 2-6. 
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therefore developed to supplement the functional categories. These 
divisions into functional and sub~functional categories are far too 
numerous and finite to be discussed in detail here and their examination 
is outside the intended scope of this paper. In order to illustrate the 
manner in which these divisions are made, a single example of a 
functional category, Base Services, and its related sub-functional 
categories will be presented: 


Base Services 

Definition. Includes expenses for 
miscellaneous base support functions (ether than 
Public Works functions} not otherwise included in 
other functional categories. Typical of such expenses 
are those incurred by the Communications, Security, 
Fire, Operations/ Air Operations, Weapons and 
Port Gontrol/ Water Front. Includes the cost of the 
foregoing services when performed by contract and 
the expenses incurred by the organizations 
performing the foregoing functions, including 
organic support thereof. Excludes the expenses 
of organic service functions or organizations 
identified with other functional categories 
and expenses of maintenance or related real 
property facilities. Includes rental of real 
property facilities when not otherwise identifiable 
to other functional categories. 


Within this functional area the following sub-functional categories 


are grouped. 2 


Base Services, General. Includes expenses for 


such other base services as meet the criteria 
for the base service functional category and are 


— —ereòÚú ——ú —— — —— — — — — — — — — — — — — —— ——— —— 
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not specifically covered by one of the succeeding 
ty special service sub-functional categories. 


Training, General. Includes expenses specifically 
identified and measurable to the training function 
which do not fall within the sub- functional 
categories of training, specialized and training, 


professional. 
Marine Corps Laundry and Dry Cl Plants, 
\ Includes expenses specifically identified and 


measurable to the operation of laundries and 
dry cleaning plants, supply department only. 


Marine Corps Base Motor Transport Operations. 
Includes expenses specifically identified and 
measurable to the operation of shops and motor 
pool functions at Motor Transport Section only. 
Reimbursable Costs, 
Under the test, all functional categories are divided into one or 
6 more sub-functional categories in much the same manner and detail as 
illustrated above. 

Essential to the proper operation of Project PRIME is the use of 
expense elements. Each expense identified to a functional category, sub- 
functional category, cost center, and sub-cost center will also be 
identified to a specific expense element, These elements are varied and 

— all-inclusive, The twenty-two expense elements used for external 
reporting are: | 

i. Military Personnel 

2. Statistical Charges 


3. Travel of Personnel 


© 4. Transportation of Things - Military Airlift Command 


5. Transportation of Things - Commercial Air 
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6. Transportation of Things - Military Sea Transportation 
Service 
7. Transportation of Things - Inland Transportation 
8. Transpertation of Things - Quicktrans 
9. Transportation of Things - Other 
10, Utilities 
il. Communications 
12. Purchased Services - Overhauis 
13. Purchased Services - Other 
14, Aircraft Fuel Oil and Lubricant 
15. Ship Fuel Oil and Lubricant 
16. Supplies 
17. Civilian Personnel 
18, Equipment 
19. Other ———— 
20. Printing and Repreduction 
> 21. Service Transfer 
22. Investment Items 
It is apparent from the preceding list that subdivision of expense 
elements is extremely detailed and explicit. Such detail of expense 
elements combined with the functional and sub-functional account 
categories provides clear audit trails and the capability of assigning cost 


down to the lowest level practical. For the purposes of this discussion, 


e all the preceding expense elements are sufficiently self-explanatory with 
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the exception of element number 21, Service Transfer, The implementing 
instructions define service transfers in the following manner: 


Service Transfer. This element of expense will 
be used to accumulate the credits for charges 
made to functional categories or program elements 
of cost/sub-cost centers within Marine Corps 
Schools. These credits decrease the expense for 
the functional category or program element of a 
cost/sub-cost center which earned the credit 
expense, and they are to be contrasted with 
reimbursable transactions which do not decrease 
the expense for the functional category or 
program element of the cest/sub-cost center 
under which the expenses are accumulated, The 
purpose of this element is (1) to avoid the 
transfer of expenses by individual element of 
expense and (2) to provide visibility for both 
gross expenses incurred and net expenses of 
functional categories by cost/ sub-cost centers. 
This expense element will also be used to identify 
transfer of allocated reimbursable costs. ! 


Cost accounts were established to classify transactions according 
to purpose. These cost accounts are used for the uniform identification 
of the contents of management reports. They are uced in conjunction 
with appropriate functional and sub-functional categories. 2 For 

- management purposes, aggregations of operating costs are classified in 
terms of organizational entities, that is, squadrons, groups, battalions, 


whereas aggregations of investments (procurement and construction) 





‘ytd. , p. 2-10. 
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costs are listed in terms of the item or classes of items being procured. 
Operating costs are, by definition, measurable costs, These include 
the cost of labor, material, and services consumed in or received by 
the element. The operating expenses in an element, therefore, are 
those that can be charged directly to the element, through the accounting 
system. 

The purpose of this uniform structure is to provide a common 
basis by which to judge the relative merits of the various programs and 
program elements. At the Department of Defense level, far above the 
consideration here, this uniform structure will permit comparison or 
cost benefit analysis of the cost of performing similar functions and 
activities within and between the military departments and defense 


agencies where the activities themselves are comparable. 1 


ense Ope Budgets 
Under the procedures used in the PRIME test budget, formulation 
and execution remain substantially the same as in previous years, In 
construction of an expense operating budget three major steps must he 
considered: 
I. Structuring the planning imput into labor hours, material 


requirements, overhead applications and work or services 





i 
U. 8. Industrial College of the Armed Forces, Defense Resource 


Management Systems: Project PRIME, (Washington, D. C., 1967), pp. 36- 
37. 


25.8, Marine Corps. Test Directive. p. 3-3. 
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to be performed by other responsibility centers or by 
contract. 

2. Applying realistic dollar estimates or standard costs to the 
preceding. 

3. Totaling the amounts derived by the preceding procedures. 

Only certain expenses may be included in the expense operating 

budgets approved under operation and maintenance appropriations. These 
particular expenses are: civilian labor, military services applied, 
material consumed or applied, services recetved, rental of facilities and 
equipment, and cost transfers from other responsibility centers. Included 
AS @xpenses are * items of equipment having a unit value of less than 
$1,000 as well as costs of minor construction totaling $25,000 or less. 
None of the items mentioned above are considered expenses when they 
are incurred in the preduaction or construction of investment items. 

The cost of inveatment items are usually those associated with the 

acquisition of equipment and real property. 

The following are considered to be investment costa: 

1. Major end items of equipment. Items of such importance that 
they are subject to continual centralized, individual item 
management and asset control throughout al] command and 
support echelons, and throughout their active life, from 


acquisition through use until wear-out and disposal. These 





ltpid., p. 3-6. 
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© items are usually long-lived, of high unit value, repairable, 
and subject to continuous inventory control. 

2. Other end items of equipment. All other end items of military 
or commercial type, having an acquisition cost of over $1,000. 

3. Re ble assemblies es, and repair parts. Items 
which are centrally managed and recoverable. 

4, Construction. Includes the cost of land and rights therein, 
excluding leasehold, Construction is defined as the erection, 
installation, or assembly of a new facility; the addition, 
expansion, alteration, conversion or replacement of an 
existing facility; the acquisition of a facility, or the relocation 

@ of a facility fram one installation to another. This definition 
includes equipment installed and made part of such facilities 
and all related site preparation. 


5. biunitiona and their components. 
There are certain conditions, such ae initial outfitting and 





modifications, under which the foregoing distinction between expenses 
_ and investment costs are, to a degree, modified. These circumstances 
are not germane to this discussion of the distinctions and will not be 
discussed here. 
Properly and thoroughly constructed expense operating budgets-— 
as propounded in Project PRIME—are an important aspect of the overall 


@® management system. A system of mazagement by exception must be 


instituted in order to signal, on a timely basis, sigaificant variations in 
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® actual cost versus planned cost, These reporting procedures should also 
reveal the reasons for the variance. Through a well-constructed expense 
operating budget and responsive reporting system the manager will be 
able to discover and correct problems in his operations prior to the 


time that the problems become insurmountable. 


Accounting 
The primary source of data for financial planning and financial 


control of operations under Project PRIME is a system of accrual cost 
accounting by cost center with expense classifications set up as 
appropriate. This system provides accounts, records, and procedures 
for recording transactions and is designed to include accounting controle. 
These accounts and records are designed to provide financial and cost 
information to all levels of management from planning estimate 


administrators to the Bureau of the Budget. 





Thie syatem has the following features: 
e double entry method) 
3 accrual basin; 
& internal control over all transactions; and, 
0 integration of cost accounting records with the general 
beeks of account. 
Within this system the principal areas of financial control are: 
a Management controls which previde for effective use 


} of all resources {input) in relation to mission (output). 


phew 





linterview with Major William Geuty, Accounting Officer, Marine 
Corps Base, Quantico, Va., April 12, 1968. 
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0 Cost control procedures which insure that costs 
incurred are related to work authorized. 

6 Accounting controls, consisting of administrative 
procedures employed to maintain and prove the 
accuracy and propriety of transactions and the related 
accounting records. 

& Budgeting controls, consisting of the establishment of 
a financial plan (approved expense operating budget), 
the accumulation of data on the same basis as the 
expense operating budget, and the taking of necessary 
action to keep operations in line with the expense 
eperating budget objectives. 

Obyiously the effective application of an accounting system of the 
complexity indicated above requires a carefully planned organizational 
structure, clear delegation of responsibilities, well defined operating 
policies and procedures, competent personnel, and a strong internal 
audit system. Such a system includes the reporting of actual input and 
actual output and any variances from the standard. This information wili be 
used by the military manager at all levels to assure that all resources 
consumed are used effectively and efficiently in accomplishing their 


mission. 2 





iv. &. Marine Corps. Test Directive, p. 4-3. 


aiid, p. 4-4, 
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In the past the primary focus of accounting for operations in the 
Department of Defense had been on accounting far the source, application, 
and status of appropriated funds. Accounting for the source of 
appropriated funds discloses the origin of the funds. It discloses whether 
the funds were derived by Congressional enactment, by reimbursement 
for goods or services furnished by others, by transfer from other 
appropriations, or from any of the other possible sources. Accounting 
for the status of appropriated funds is oriented toward assisting 
managers in avoiding the legal entanglements of spending more than they 
are authorized. These procedures focus on the amount of the funds 
allotted, comparing them with funds budgeted. Within the formal system 
ef accounting there is virtually no attempt to ac count for the resources 
actually used or to relate the cost of these resources to the work done. 
Within the Department of Defense there are many systems bearing the 
title "cost accounting," but they are rarely tied in with the basic 
appropriation accounting system. There is, therefore, no ready 
measure of the validity of the data produced by these systems. 

Because of the limitations indicated above the existing systems 
permit only an estimate of the total cost of a program or an organization. 
There is no clear cut relation between inputs and outputs. For example, 
the budget structures under the Military Personnel appropriations relate 
two types of pay-—enlisted pay, retired pay, hostile fire pay, travel, and 


other types-—rather than to the program categories for which these types 


of pay are used to provide military services. To further complicate 
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accounting procedures both the Military Fereonnel appropriation, and 
the Operation and Maintenance appropriation still contain investment 
costs mixed with the expense items which predominate. 1 

Commensurate with the basic change to expense accounting and its 
purpose of charging measurable expenses to programs and erganizations 
when they are incurred, four other changes in accounting procedures are 
being made:* 


1. Cost of military persennel will now be 
charged te the program and units where the 
personnel work. 


2. Appropriations are being purified so that 
only expense items are associated with the 
operating appropriations, and only investment 
items with the Procurement and Military 
Construction apprepriationa. 


3. Working capital funds, which hold assets 
in suapense from the time they are ordered 
until they are received by the final user, are 
being extended, so that operating expense 
accounts reflect only the expense of the items 
consumed, and not the cost of items acquired 
but not yet consumed. Working capital accounts 
are being established for locally procured 
contractual services. 


4. A uniform expense account structure is 
being prescribed so that accounting information 

{s collected in ways that ere useful to the operating 
manager and also are consistent with the infor- 
mation needed for programming and budgeting. 


Under Project PRIME the cost attributable to military personnel 


will be charged to the unit wherein they work. Such charge is to be 





lindustrial College of the Armed Forces, Dafense Resource 
Management, pp. 31-32. 


zy. 8. Department of Defense, A Primer on Project PRIME, 
pp. 50-81. 
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applied at a standard rate, using a single cost for each grade. The cost 
of military personnel will be charged against the program, project, and 
function in accordance with actual performance of duties and responsibilities 
using methods similar to those employed for recording costs of civilian 
employee services. Until now this most important single element of cost 
has neither been budgeted for nor accounted for. Under Project PRIME, 
users are required to budget and account for these resources. 
The two overriding requiraments of the new procedures are the 

following: 1 

1. All services provided by military personnel 

te mission/ organization must be budgeted for, 

and will be charged to the unit. 

2. All military personnel ‘(with very few 

exceptions) must be charged to a program, 

project, and/or function in accordance with 

actual performances of duties. In other words, 

military personnel will no longer he "free" to 

users, and all military personnel will be used at 

all times, in the sense that their costs will be 

charged to an operating activity. 

An exception will be made for military personnel 

assigned to combat units. For these personnel, 

each service will be required merely to accumulate 


total standard costes in aggregates by organizational 
units. 


Purification of Appropriation Accounts 


In order to accomplish effective accounting a clear division between 


expense (current consumption) items and investment (long-lived capital) 





lisdustrial College of the Armed Forces, Defense Resource 
Management, p. 32. 
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6 items is required, For most items, this separation is clearly reflected 
in the appropriations structure. Certain expense items, however, are 
presently budgeted for and accounted for in procurement accounts, 
while the Operations and Maintenance appropriations contain some 
investment items. The criteria for determining whether an item ie an 
investment or an expense is set forth in a Department of Defense 
Instruction on Definitions of Expense and Investment Costs. This 
instruction will insure consistency and allow apprepriate management 
of these two different types of expenditures, 

In general an expense may be considered an item which contributes 
to the current support of an activity. Included are laber costs both 

& military and civiliar, materials consumed in use, and services received 
by an activity which relate to its current operations, Costs which give 
rise to long-lived assets from which benefits accrue over a long period 
of time are considered investment costs. These coste are usually 


associated with the acquisition of equipment and real preperty. i 


Working Capital 


Working capital accounts facilitate better management by permitting 
the matching of resources consumed to work done. Working capital 
accounts hold in suspense the cost of materials purchased until the 
material is issued. In consideration of working capital accounte two ideas 


are important, The first idea is that the focus in the management of 





lor a more detailed discussion of expenses and investment costs 
see supra. pp. 38 and 48, 
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operating resources should be on the job, the cost and the person 
responsible for doing the job and incurring the cost. Secondly, there is 
very often a difference in time, place, and personnel responsibility 
between the purchase of a resource and its consumption. The suspension 
of the costs in a working capital account until such time as the item is 
issued or consumed allows resources consumed to be matched with 
work accomplished. . 
Within the Department of Defense twe types of werking capital 
accounts are used, They are: 
1. Stock Funds - used to hold the cost of materials in suspense 
until issued or consumed. 
2. Industrial Funds - used to hold in suspense the cost of 
manufactured items and services. 
Stock funds are associated with the supply — while industrial funds 
are typically associated with shipyards, repair facilities or other 
industrial type operations. . 
The following illustration of the operation of these funds was given 


in "A Primer on Project PRIME. ud 





1 
U.S. Department of Defense, A Primer on Project PRIME, p. 56. 


2 industrial College of the Armed Forces, Defense Resource 
Management, p. 36. 


20. 5. Department of Defense, A Primer on Project PRIME, pp. 
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4) . .. consider the example of a supply item 
which is purchased by the Defense Supply Agency 

in Fiscal Year | 966 and consumed on the U, 5. 5. 
John F. Kennedy in Fiseal Year |967. A manager 
in the Defense Supply Agency is responsible for 
the procurement; a manager on the U. 3.5. John F. 
Kennedy is responsible for consumption; and 
other managers are responsible for seeing to it 
that adequate, but not excess, inventories of the 
item are on hand in the supply system. 

The vendor must be paid for the item v hen 
it is bought, and the working capital steck fund 
permits this to be done and the coat then held in 
suspense so that it can be charged to the final 
user only when the item is consumed. Vithout 
werking capital, the cost would have to be 
charged te some account at the time and place of 
acquisition even though the final user might well 
not be knowa then. The signifieance of this is 
summed up in the terme /sic] "free assete, " 
which ie how a manager often describes costs 
that are charged elsewhere and paid for from 

9 some apprepriation or allotment or source for 
which he is net responsible. . . . With the 
extended use of working capital devices the 
availability of free ausets can be decreased and 
the proportion of unfunded costs diminished. 


It is the intention of the Department of Defense to expand the use 
of working capital funds in the coming years. The major points of this 
expansion are as follows: 


— i. Inventories of material that wiil become 
expense upon issue for use will be carried in 
steck funds from the time of acquieitien until 
the time of iesuce. . . . Stock funds are not 
intended to he extended to inventories in the 
hands of combat forces. 





© ltadustrial College of the Armed Forces, Defense Resource 
Management, Pr 36-37. 
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2. Major service and manufacturing units will 
operate under industrial funds. Some activities 
not presently included in industrial funds will be 
included, 
3... Servise unite; such as motor pools and bese 
maintenance unite, that are an integral part of a 
base/ installation organization will be included in 
the base/installation operating budget and 
accounting system under working capital aceounts. 


4. “Unfilled orders" and "prepaid services'’ 
are elements of working capital, 


There are no new concepta here. The extension of working capital 


funds merely facilitates control at the point of consumption. 


Supply 
Although certain changes in boekkeeping procedures have been 


necesaitated by PRIME, a sweeping revamping of Marine Corps Supply 
procedures is not in the offing. The major change, that ef purifying the 
appropriations, is not as large a task as it would — During an 
interview late in December, 1966, Mr. Anthony J. Varano, Assistant 
Director Stock Fund Branch, Supply Department, Headquarters, Marine 
Corps, indicated that about ninety-five percent of the expense type items 
were already in the MarineCorps stock fund. 1 The Marine Cerpe Stock 
Fund is a revolving fund for which operating capital was initially 
established from funds apprepriated by the Congress. The capitalization 


of existing inventories of items was taken into the Stock Fund at the time 





1L¢ Col William J. Beer, "Impact of Project PRIME on the Fleet 
Marine Force Ground “ommander." (Unpublished Master's Thesis, School 
of Business Administration, George Washington University, 1967), p. 64. 
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it was established in 1955. Since that time items in the Stock Fund have 
not been "free" to users} rather, they are sold at prices which include 
the following elements of cost: 

i. Current market or production cost. 

2. Transportation cost from manufacturer to first point of 
designation within the Stock Fund distribution system. 

3. A charge calculated to reimburse the Stock Fund for ali 
foreseeable net losses and authorized expenses connected 
with stocking the item. 

Since users have been purchasing from the Stock Fund since 1955, 


it is doubtful that any major changes in procedures will be necessary. 


Data Processing 

There have been changes in the data processing office since the 
advent of Preject PRIME. These changes are due to the increased 
number of reports or to the changes in format of some of the reports 
previously prepared. Two completely new reports are the Military 
Labor Report and the Service Unit Transfers Report. The machine time 
for both these reports is negligible. They have, however, increased the 
work load of the keypumch operators. The data processing facility uses 
both an IBM 360 and an IBM 1401; at the present time the work for 


Project PRIME is belng run on the 1401, Except for the increase in 


— —— — — —— — ——— — 


‘tid. » pp. 47 and 48. 
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keypunch time the additional work load caused by PRIME has not adversely 


affected the data processing installation at Marine Corps Base, Quantico. i 


Test Reporting 
Following are the monthly external reports required by Project 


PRIME. * 

i. Expense Operating Budget Summary and Detail. Reflects 
expenses at the program and program element level and 
contains total expenses, less reimbursable and statistical 
expenses. Expenses are spread by military services, 
military services transferred from other responsibility 
centers, civilian labor, material, other, and total expenses. 

2. Expense Operating Budget Financial Report. — Is the sole 
source of data for posting to the appropriation ledgers 
maintained by the Accounting Branch, Fiscal Division of the 
Headquarters. The report contains five separate sections 
and is a comparison of the prier month's trial balance and 
general ledger with the current month's trial balance and 
general ledger. It shows the amount of change in each 
account and contains information concerning reimbursable 


transactions and real property maintenance. 





interviews with Captain Kay Croll, Data Processing Officer, DPI-7, 
Marine Corpse Base, Quantico, Va. , January 5, 1968; April 12, 1968. 


2interviews with Mr. Roy Freme, Systeme Accountant, Barracks 
and Marine Corps Districts, Procedures Section, Fiscal Division, 
Headquarters, Marine Corps, Washington, D.C., December 21, 1967; 





3. 


4. 
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Functional Category/ Expense Element Report. ——-Reflects 
accrued expenses by Expense Element within each 
Functional Category. , 
Reconciliation of Rxpenses Report. — Is comprised of two 
sections which are submitted concurrently with the monthly 
Expense Operating Budget Financial Report., The first 
section, the General Ledger Accounts Section, , reflects the 
menthiy changes to these accounts while the second section 
entitled, Recapitulation of Expense Operating Budget 
Financial Report Section, reflects the changes from the 
Functional Category/ Expense Element Report. 
Performance Staternent Report. —Compares the actual 
fiseal year to date totale for work units —— 
expenses to the approved fiscal year to date budget for each 
cost account within the Respensibility Center. A percent to 
budget and a norm percentage jy ¢ ¢oxiputed monthly for 
both work units and expenses for each cost account which 
requires monthly budgeting. This report is an exceptionally 
good management tool since it provides managers with a 
listing of actual expenses compared with budgeted expenses 
both in dollar figures and in percentage form. These figures 
are given for each cost account and a tetal is computed for 
all cost accounts within 8 Reaponsibility Center. This report 


is available to local managers. 
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4. Operations, Cost, and Performance Report. ~Reflects the 
actual expenses incurred for the monthly period by 
program, program element, function, sub-function, expense 
element, and cost account. Work units and man hours are 


reported at the cost account level. 


Individual Units 

In order to further examine the effects of the test of Project PRIME 
on the test units, two were selected for individual study. They were 
chosen with the hope that they would be sufficiently separated on the 
general spectrum of activities to provide as comprehensive an example 
of PRIME's effects as possibile. 

One of the unite chosen was the Motor Transpert Company of 
Service Battalion, Marine Corps Base, Quantico; the other was the 8-4 
Section, The Basic School, Quantico. 

The mission of the Motor Transpert Company is to supply motor 
transportation on a request basis to all unite at Marine Corps Base, 
Quantico. 

The 8-4 Section has the mission of providing supply support to the 
Basic School, which itself, has tha mission of training newly 
commissioned Second Lieutenants. 

The Motor Transport Company was selected primarily because 
its operations should have become adapted to the concepts and procedures 


of Project PRIME to the fullest extent. Indeed the operatinns of a 
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mythical motor pool are used by many of PRIME's most ardent proponents 
to illustrate the system functioning at its optimum. The following story 
in one form or another is frequently used. 

The base commander has an efficient but limited motor pool, from 
which he hopes to service all the unite on the base, In order to do so he 
has devised a set of rules specifying the circumstances under which 
p subordinate managers may obtain services from the motor pool. These 
rules are interpreted and enforced by the motor peol manager whe, in 
effect, decides the relative priorities of the line manager's requests for 
transportation. 

At certain times there are more requests for trucks and other 
vehicles than can be filled by the. moter pool. Whether or not a 
particular line manager gets ‘ie vehicle he re,uests is the decision of 
the motor pool manager. The line manager has no recourse from these 
decisions other than to appeal the decision to higher authority. 

At the same time, because the line manager pays nothing for the 
, use of the vehicle he may, in fact, request transportation when he has 
only slight need for it. Under certain circumstances he may request a 
truck when a sedan will do. Since the line manager's costs are not 
affected by his decision whether or not to use a vehicle, he is not 
motivated to consider whether the truck is necessary or not. Under the 
procedures set up by PRIME, so the story goes, the manager will look 
more critically at the uce of a vehicle because he will be charged for its 


use and such expenditure will dirninish the total amount of resources 


with which he has to werk. 
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It ie aw if the commanding officer had removed the rules governing 
the use of vehicles and said to the line managers: "If you think the cost 
of the use of this truck ie worth-while to your operations you may have 
it. The decision is solely yours and should be made in the light of the 
other resources your have available." The illustration further indicates 
that the line manager might even go so far as to hire outside transportation 
should the base commander permit him to do so and should he believe it 
is able to do the job for less cost. 

These usage charges, it is claimed, would cause the line managers 
to think about all of the resources used since they would be charged for 
each and every item and for all services which are used in accomplishing 
the mission assigned. 

In actual practice the system at the Motor Transport Company 
worked exactly as the illustration given above. It succeeded to the 
degree expected by ite most optimistic proponents. Of course, there 
are some minor difficulties in the system. None seem so large 
individually, nor so overwhelming in the aggregate, however, as to 
cause major difficulties, 

As soon as the Motor Transport Company began to charge for their 
services the commanders immediately reduced the number of requests 
for transportation. Shortly thereafter, many began to ask for information 
regarding the prices charged for the use of a particular type of vehicle. 


Next, the drivers’ salaries became the subject of inquiry and action. 


Requesting units began to uee their own personnel as drivers rather than 





05 
bear the cost of a driver from Motor Transpert Company. Within a 
very short time the commanders had become acutely aware of the costs 
of transportation, a service which for years they had received for the 
asking with no regard to cost. ! 

One of the difficulties with the procedures as carried out in the 
Motor Transport Company is the vastly increased paper work necessary 
to support the system. In order to accurately charge the using unite for 
vehicle and driver use, several different rate schedules had to be worked 
out. Charges differ for the type of vehicle and grade of driver. 80 cost 
cenacious have the requesting units become that they attempt to get 
drivera of lower grades in order to keep down the cost. ⸗ 

The detailed cost breakdowns indicated previously have caus ed an 
increase in the number of men employed to handie the administrative 
aspects of this section of the Motor Transport Company's operations from 
one to seven. 7 It should also be mentioned that because of the increased 
complexity of the bookkeeping precedures either an increase in the grade 
level or the educational level of the personnel employed will moat Hkely 
be necessary. 

The additional six men have been provided from personnel whe 


have been dropped frorn the Officer Candidate School pregram. All of 





‘interview with Captain Kelbaugh, Assistant Operations Officer, 
Motor Transport Company, Marine Corps Base, Quantico, Va., April.12,1968. 


® 


2 id. 


Syo1¢. 
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these personnel are college graduates and most of them have degrees 
in business, While the work which they perform is not directly related to 
their advanced education, the education has enabled them to cornprehend 
the procedures quichly and to perform at the level of highly trained 
clerks within a few days. Officer Candidate School "drops" have been 
used in other offices at Quantico to assist with Project PRIME. uantica 
alone, ameng the post and stations of the Marine Corpse, has such a 
ready pool of highly educated personnal available. At other locations in 
the Marine Gorps, these duties must be performed by the enlisted 
Marines already assigned. Their ability to institute and operate the 
aceounting and record keeping procedures needed for PRIME will be 
somewhat lower than the ability of the personnel now working at Quantico. 
On the encouraging side, hovever, is the fact that as the test proceeda, 
better systems and precedures are developed to cope with the increased 
load. 

The 3-4 section of the Basic School had adopted the procedures 
required by the Project PRIME test with little trouble. The results with 
yespect to reduced requeste for support have not been nearly es dramatic 
as those at the Motor Transport Company. Thie is most prebably due to 
the fact that the demands of the Basic School allow less latitude for 
change, and are therefore lesa elastic. The new procedures required for 
the PRIME test require work unit data and military personnel costs to be 


reported. In ordex to provide this information, additional recorde must 


be kept. 
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The additional local reports required by this phase of the test are 
prepared by the regular clerical personnel. Other changes within the 
Supply/ Fiscal section are minor and, with a further period of shaking 
down, should be of no consequence. i 

Both the Moter Transport Company and the 5-4 have made the 
transition to the Projact PRIME procedures with little difficulty. In 
each case the new precedures have brought about an increased cost 
consciousness and will, with time, achieve some of the savings for 
which the system was designed, Of particular value to each of the units 
is the Performance Statement Report. This repert enables each recipient 
te evaluate his unit's actual performance and to compare it with planned 
performance. In both units increased clerical work resulted from the 
requirements of the test, It can be expected that as the personnel gain 
experience and skill the amount of time required for record keeping 
and for preparing the new reports will decrease. In some areas, there 
isa point beyond which training and experience will no longer reduce the 
clerical time required. It ie inevitable that increases in clerical 


personnel will be required, 





Nasterview with Major Glenn Bratcher, Supply/ Fiscal Officer, The 
Basic School, Marine Corps Base, Quantico, Va., April 12, 1968. 





CHAPTER IV 


SUMMARY AND CONCLUSIONS 


Despite the fact that many people are reacting to PRIME as though 
it were an unprecendented change in Department of Defense management 
procedures, it is really but the next logical step in a continual 
evolutionary process. It is a large step, to be sure, and more sweeping 
in scope and concept than the changes which have gone before, but 
nevertheless it is evelutionary and not revolutionary in nature, 

o Action directed toward achieving the same ends as those envisioned 
in Project PRIME was recommended by the Second Hoover Commission 
in the mid-ninetean fifties and enacted into law by Public Law 84-863, 
which was appreved on August 1, 1956. Section 2 of that Act directs:! 

{a) The head of each executive agency shall. . . 
take what ever action may be necessary to 


achieve... 
(1) consistency in accounting and budget 
elasstfication, 

| (2) saynchronization between accounting 
and budget classifications and 

) organizational structure, and 

) (3) suppert of the budget justifications 

by information on performance and 








1 
U. 3. Gengreas, An Act to Improve Governmental Budgeting and 


@ Accounting Methods and Procedures, Public Law 963, 84th Cong., 2nd 
Sess., 1956, p. i. 
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and program. costs by organizational 
units. 


eh i a | 


{ce} As soon as practicable after the date of 
enactment of this eub-section, the head of 
each executive agency shall, in accordance 
with principles and standards prescribed 
by the Comptrelier General, cause the 
accounta of such agency to be maintained on 
an accrual basis to show the resources, 
liabilities, and costs of operations of such 
agency with a view to facilitating the 
preparation of cost-based budgets. . . . 
Action toward achieving the improvements directed by Public Law 
863 moved slowly for the next decade. President Johnson's memorandum 
of May 24, 1966 gave renewed impetus to the current efforts to improve 
budgeting, aceounting, and eppropriation procedures within the Federal 
Goverament. | 
Since the issuance of the President's memorandum, the Department 
of Defense has moved rapidly. In fact, moved so rapidly that the Congress 
became wary of the speed with which action was being taken, and in the 
House Committee Repert of June 9, 1967, it directed that the 
implementation of Project PRIME be postponed one year from July 1, 1967 
until July 1, 1968. 2 
Although Gongress prohibited the full scale implementation of 
PRIME at this time, additional testing was permitted in each of the 


services. 





1 presidential Memorandum, May 24,1966, pp. 1 & 2. 


2Gongrese, Department of Defense Appropriations Bill, 1968, p. 6. 
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Before examining the results of PRIME's test at Marine Corps 
Base, Quantico, it is sppropriate to review the program's basic concepts. 
They are: 

° That all resources; men, money, and materials, coasumed 
in accomplishing a given missten can be measured with a 
reasonable degree of accuracy. 

o Thet there is a measureable relation between the resources 
or inputs consumed by a unit or activity and its products or 
outputs. 

© That the cost of military personnel services, the most 
important single clement of “gontrollable costs" not now 
budgeted or accounted for, can be measured accurately and 
budgeted and accounted for in a meaningful manner, and that 
military perseanel services are actually a “controllable cost" 
at the operating commander's level. 

e That, because of this ability to accurately aseign 8 valus to 

" the cost of military personnel services, commanders ean be 
charged with 100 percent of expenses incurred by a unit 
rather than just a portion as before; end 

© That because of this 100 percent charge commanders will be 
moved to manage more efficiently than previeusly. 

The results achieved in the Motor Transport Company show the 

benefits of the application of the concept of Project PRIME to industrial/ 


commercial type unite, In this instance, PRIME was successful in 


creating cost consciousness, providihg fer more judicious allocation 
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of resources and permitting cost-benefit analysis to be used in 
decisions. 

One of the aspects of Project PRIME is the measure of input against 
output. In other than industrial/commercial operations, the unit of output 
is difficult to measure. In fact, it may even be difficult to name. What is 
the unit of output for an infantry battalion—is it peace-days, non-wars, 
or some degree of preparedness? What is it for a military police wit-— 
the number of times offenses are not committed? How doee one judge 
one military police unit's non-crimes against others? 

The diffleulty in measuring input lied in the assessment of military 
manpower costs. Since under the Tables of Organtzation, ! units of equal 
size are authorized equal numbers of personnel, very little is actually 
achieved by budgeting and accounting for military personnel costs, The 
military personnel costs for Marine Division X on the Wert Const and 
Marine Division Y on the East Coast will be exactly the same. 

The results of the test of Project PRIME at Marine Corps Base, 
Quantico, were described in a series of interviews and briefings held 
over a period of six months with Lieutenant Colonel E.R. DeLong, 
Gomptreller, and Marine Corps Development and Education Command 


Project Officer for the test. 2 





1a Table of Organization is a military personnal assignment table 
specifying the number and grade of personnel assigned to a unit. 


* werviews with Lt Col E.R. DeLeng, Comptroller, Marine Corps 
Base, Quantico, Virginia, November 1967 through April 1968. 
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In the initial test directive, the Commandant of the Marine Corps 
directed that certain objectives be fulfilled. These objectives were first 
enumerated in Chapter ITI. 

The first objective was to evaluate the practicality of merging 
resources currently contained in the two appropriations, Operations and 
Maintenance, Marine Corps, and Military Personnel, Marine Corps. I 
The Expense Operating Budget issued to the Marine Corps Development 
and Education Cormmand did merge the resources available in these two 
allotments. Despite this merger, the Expense Operating Budget provided 
for separate accountability for military personnel expenses at standard 
rates and for the expenses incurred for operations. Subsidiary records, 
however, were maintained for each type of expense. Consequently real 
merging of resources was only partially achieved. 

The second objective was to evaluate the parallel structuring of 
programming, budgeting, accounting, and reporting. 2 

Under PRIME, some separation of the data occurred when the 
Budget Project data were converted to the program element structure 
used in the test. This was readily identified at the organizational level 


and easily reconciled. 





U.S. Marine Corps, Test Directive, p. 2. 


2d. 
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The third objective of the test was to analyse the ability of the 
system to provide managers at all levels at the test site and at higher 
echelons with information that will help them insure that resources are 
obtained, and effectively and efficiently utilized in the accomplishment 
of the mia#ion and higher echelon objectives. 4 

In this connection Project PRIME required financial resources to 
be controlled by the Commander. This cancept has long been the 
philosophy of the Marine Corps, financial and command responsibilities 
have been synonymous for a number of years. Financial resources have 
leng flowed through command channels. One of the previous 
Commandants, General David M. Shoup, USMC described this principle 
when he said: "Our philosophy is that the real comptroller is the 
coramanding officer, . . . Justas every commanding officer is his own 
communications officer and his own supply officer, even though he has a 
staff officer to assist him, so is he his own comptroller. * 

The fourth objective was to ageure that the system agreed with the 
intent and desire of interested Gongressional Committees and other 
higher authority. The system as implemented in the test does provide 


thie assurance. 3 





Lipid. 


* ames F. Wright, quoting General David M. Shoup, "Financial 
Management is Inherent in Marine Corps Command." Navy Management 
Review, Vol. XII, No.7, p. 20. 


30.5. Marine Corps, Test Directive, p. 2, 
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The fifth objective was to evaluate the cost of implementing the 
system at the test site in relation to benefits realised. a 

According to the PRIME Project Officer, Lt Col DeLong, the 
projected cost for the one year test period is $285,000. Up to the present 
time no tangible financial benefits have becn identified as a result of 
using the system. Intangible benefits have accrued. The cost to 
implement PRIME has so far exceeded the benefits derived. As additional 
management improvements evolve from the system, some tangible 
savings may accrue. 

The sixth objective was to assess the impact of test results in 
relation to Marine Corps-wide adoption of the Resource Management 
Systems concept. 2 All facets of PRIME have been given a full and honest 
test by the Marine Corps Development and Education Command. Some 
difficulty has been experienced. Certain areas still require "debugging. " 
The year end close out of the bocks will be a major hurdle and must be 
completed before a full evaluation of the test can be made. For these 
reasons it is recommended that PRIME not be adopted Marine Corpa- 
wide until fiscal year 1976. 

The last objective of the test wae to identify and recommend 


improvements or modifications to the concept of the systems of the 
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test. , Tentatively it is preposed that a total of eleven recommendations 
will be made at the conclusion of the test. Ten will deal with the minutia 
of the procedures involved in Project PRIME. The final one will most 
probably recommend that the test be conducted for another year at the 
Marine Gorps Development and Education Command and that Marine 
Corps-wide implementation be deferred until Fiscal Year 1970,” 
: PRIME has its limitations and its benefits. Its effectiveness 
bears a direct relation te the degree te which the military unit applying 
it is similar in funetion to an industrial/commercial activity. In units of 
a purely military nature, such as a reconnaissance company or an 
infantry hattalion, PRIME has little application. At theee levels it does 
not give the manager much more information of a useful nature than he 
had before. At its present stage of development, the cost of 
implementing PRIME and the effort involved in collecting costs over 
which the manager has absolutely no contro] are not worth the results 
achieved. The collecting of military costs in a unit whose strength is 
« regulated by the Tables of Organization is futile since the commander 


\ 
dees not have now, and will very likely never have, any control cover _ 
ay 


these costs. . \ 


8 
\ 


) 
i 
1 
| 
\ 


minimize expenses involved in retraining military personnel in. the more 


h 


In order to reap the greatest advantages from PRIME and to 


LAS 


—* 





‘ata 


*taterview with Lt Col DeLong, Quantico, Virginia, April 22, 1968. 
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g sophisticated techniques required by the system, a modified application 
of the project should be instituted. In industrial/ commercial type units, 
PRIME should be implemented just ae designed and the — with 
the necessary skilla to operate the system should be made available. 
These skilled personnel can be provided through more formal school 
instruction and increased on-the-job training. In order to accomplish 


: this goal, the grade and educational level of certain billets within the 





unit comptrolier's office will have to he raised. The benefits derived in 
industrial/ commercial type operations will no doubt offect these 
additional expenses in the long run. 

In combat organizations where the number of military personnal 
——— fixed by the constrainte of the Table of Organization, military 
costing should be eliminated entirely. | 

it is incumbent upen the users of PRIME to evaluate the system 
and to seek the greatest benefits possible from it. So should the 
proponents of PRIME look carefully at the results of all the service tests 


: _ end be willing to reduce or modify the scope of the system in areas where 





the efforts involved do not yield commensurate benefits. 
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